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ABSTRACT 



This study reviews evidence that overall within- country 
inequality, although showing no trends from 1960-80, increased after 1980-85, 
focusing on developing and transitional countries. It explores trends in 
rural-urban, intrarural, and intraurban inequality of income, poverty risk, 
health, and education, and the offsetting trends in inequality hypothesis 
(OTI) . OTI claims that underlying the overall inequality trend has been a 
tendency for rising intrasectoral inequality to be offset by falling 
rural-urban inequality. Analysis of the limited available data indicate that 
there is no such pattern. Different regions and countries experienced 
different, though substantial, trends and timings of change in different 
types of rural -urban inequality. For example, rural -urban gaps in mean 
consumption and poverty incidence have narrowed in Africa and widened in 
Asia, but they show no global trend, usually moving in the same direction as 
overall inequality. Such change can be explained in part by two demographic 
forces affecting almost all developing countries since the 1950s, but at 
different times and speeds (demographic transition and urbanization) . The 
finding of rising rural -urban odds ratios in education (and to some extent in 
health) indicators appears to indicate rising urban bias. (Contains 64 
references.) (SM) 
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ABSTRACT 



For developing and transitional countries we explore trends in rural-urban, 
intrarural and intraurban inequality of income, poverty risk, health and 
education. In particular, we ask whether behind generally rising inequality 
post-1980 lie offsetting inter and intrasectoral trends, with narrowing rural- 
urban gaps — perhaps due to adjustment — being more than offset by rising 
intrasectoral inequality. Our main finding is that there is no such pattern. 
Rural-urban gaps in mean consumption and poverty incidence have narrowed 
in Africa, widened in Asia, but show no global trend, usually moving in the 
same direction as overall inequality. Anyway divergence in, say, per person 
consumption need not mean that urban bias has increased: exogenous factors 
might have raised the relative returns to urban activities. In contrast, our 
finding of rising urban/rural 'odds ratios' in education (and to some extent 
health) indicators does seem to indicate rising urban bias. 
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I INTRODUCTION 



1.1 The OTI hypothesis, adjustment, and urban bias 

This study 1 reviews the evidence that overall within-country inequality, although 
showing no trends around 1960-80, has increased after 1980-5. This paper, 
which is confined to developing and transitional countries, explores the trends in 
rural-urban, intrarural and intraurban inequality of income, poverty risk, health 
and education, and the offsetting trends in inequality hypothesis (OTI). OTI 
claims that underlying the overall inequality trend has been a tendency for rising 
intrasectoral inequality to be offset by falling rural-urban inequality. 

After 1980, developing countries experienced much more 'adjustment', in 
particular price liberalization, than previously. Many argue that this, apart from 
enhancing efficiency and growth, must have reduced rural-urban inequality. 2 
Price liberalization reduces price distortions against tradables that, in developing 
countries, are usually, often substantially, harmful to agriculture (Krueger et al 
1995). Hence correcting these distortions should narrow the substantial (and 
economically artificial and dysfunctional) gaps between the urban sector and the 
poorer rural sector. Trends in urban-rural income inequality, induced by such 
corrections after 1980, should therefore have tended to reduce overall national 
inequality (and poverty). 

Opposing this are factors, some associated with liberalization or adjustment, 
which may have tended to raise rural-urban inequality: 

• Urban people, being better educated, are better placed to exploit new 
economic opportunities in the wake of price liberalization. 

• Demographic trends — faster urban fertility transition, plus the selective 
townward movement of young people, educated people, and in Asia and 



1 A shorter version of this paper appears in Comia (forthcoming).' 

2 This paper does not seek to explain inter-country Variance in rates of change of rural-urban 
inequality’ by ’variance in their degrees of liberalization’. Apart from problems of data and 
econometrics, that approach falls foul of the fact that removal of market barriers in one 
country provides strong pressures towards similar price outcomes in competitor countries, 
reducing the variance among national-level measures of the rate of liberalization. 
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Africa males (Eastwood and Lipton 1999) — may have improved the relative 
earning power of urban people. 

• Urban and formal activity, being most regulated to begin with, had most to 
gain from deregulation. 

• The successes of poverty reduction in 1970-87 left behind a 'hard core' of 
low-income, immobile, often regionally and ethnically specific rural groups, 
which, as in China, have proved weak in reaping rural 'spread effects' from 
national growth, and/or in passing such gains to their rural poor. 

• There may be persistent and stable urban bias : allocative outcomes, and 
political dispositions, in developing countries such that rural shares in many 
sorts of endowment (investment, health, education, public spending) fall well 
below both efficiency and equity optima (Lipton 1977). Such political 
dispositions — being normally unaffected by adjustment in prices or foreign- 
trade regimes — would offset its pro-rural effects by pro-urban changes in 
other policies, such as location of public investments and schools. 

• Urban-rural inequality might be pushed up by the continuing global 
downtrend of farm prices vis-a-vis non-farm prices. 

The limited data available, reviewed in this paper, refute OTI for two reasons. 
First, they show no overall tendency for within-country rural-urban inequality to 
increase or decrease since the 1980s. Second, while modest national and regional 
tendencies exist, they do not, on the whole, offset trends in overall inequality. 
Rural-urban ratios of both mean consumption and poverty risk have commonly 
risen alongside total inequality (often sharply, with rapid but unbalanced change: 
growth in China, decline in Russia), or fallen alongside total inequality, either as 
in Zambia when economic decline rendered artificial protection for urban 
incomes unsustainable, or as in Indonesia alongside labour-intensive growth. 
And some countries, such as India, have seen urban/rural ratios and total 
inequality both almost trendless (often with much fluctuation). 3 

1.2 Outline 

Section II asks how the rural-urban distribution of mean income or consumption 
has changed, as between recent household surveys in developing and transitional 
countries. We find no global trends in either inter- or intrasectoral inequality, but 



3 Moreover, trends within a country in the ratio of urban to rural 'welfare' can differ according 
to the indicator used — e.g. primary enrolments, literacy rates, longevity (Eastwood and Lipton 
2000 ). 
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there is some evidence of regional uniformity. OTI has some success in Latin 
America if one considers only countries for which there is evidence extending 
into the 1990s. For instance, it fits the largest country, Brazil, over 1980-95, 
although non-uniform trends within this period mean that a link from adjustment 
to OTI cannot be asserted. There is no support for OTI in Asia: while 
intrasectoral inequality is tending to rise in the 1980s and 1990s, there is no 
evidence of an offsetting fall in rural-urban inequality. Indeed, in contrast to 
Latin America, the rural-urban gap is rising in the four Asian countries for which 
we have evidence for the 1990s (Table II. 3), and in three of them, including 
China, the rise is rapid. For Africa and the transitionals, paucity of data means 
that no clear conclusions can be drawn. 

Section III turns to trends in the ratio of rural to urban poverty. We confine 
ourselves, as in Section II, to countries with household survey data for more than 
one year. In Asia, we find no change in India, sharp rural-urban poverty 
divergence in China since 1985, and some divergence in Bangladesh and most 
other countries with comparable survey data; only Indonesia and Sri Lanka show 
poverty convergence. Nine of the ten transitional economies with available data 
show 'farmer-worker' poverty divergence, and there is rural-urban poverty 
divergence in four of the five countries with reliable household surveys in Latin 
America. 4 Only in Africa did urban and rural poverty show some mild 
convergence during adjustment, but due to falling intrarural inequality rather 
than to convergence between mean rural and urban income. 

Sections IV-V explore rural-urban inequality trends in 'human development' 
indicators of health and education. In the absence of urban bias there would be a 
strong expectation of convergence. Rural levels of provision and attainment in 
health and education were, around 1970-5, usually far below urban levels 
(Lipton 1977). Hence both cost-effectiveness and returns should have been 
higher, subsequently, to activities for rural than for urban improvement. Yet 
since the 1970s we find divergence — on balance, faster health improvements, 
and substantially faster falls in illiteracy, in urban than in rural areas. Urban-rural 
divergence in, say, expenditure per capita need not indicate intensified urban 
bias, but might be caused by exogenous rises in the returns to urban sector 
activities; the health and education evidence, in contrast, does seem to point to 
intensified urban bias in public policy in these areas, since plausible alternative 
hypotheses here do not present themselves. 



4 For data of unknown quality, the balance in Latin America is reversed, however. 
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Section VI asks how demographic change impinges on rural-urban inequality 
trends. Already in Sections II-V we had to separate 'genuine' changes in rural- 
urban inequality of mean income, poverty risk, life expectancy, and illiteracy, 
from effects of demographic change; for example, if the urban population ages 
faster than the rural, its overall death-rate moves differently. Section VI shows 
that differential rural-urban demographic changes, together with urbanization, 
may help to account for the absence of rural-urban convergence in the 
developing world. 

1.3 Trends in average rural and urban outcomes: why worry? 

First, rural-urban differences in mean consumption or poverty are not merely 
reflections of differences in other characteristics such as literacy. Even allowing 
for differences in characteristics such as educational level, rural people still tend 
to be poorer (de Haan and Lipton 2000). Moreover, rural residence may itself 
reduce educational levels, e.g. because school provision is less or worse. 

Second, the absence of any general downward trend in urban/rural ratios of 
welfare indicators in developing and transitional countries is of interest, because 
it is contrary to long-run expectations. These ratios are generally far above unity, 
yet are close to or below unity in OECD. So one would expect increasing 
information, education, capital and labour mobility, and political representation 
all to induce falls in arbitrary and persistent rural disadvantage. However, there 
is no reason why this should be stimulated by the set of adjustment processes 
that have underpinned income-distribution change since the late 1970s. These 
processes did reduce some antirural price distortions, but may have increased 
other antirural distortions, especially given a roughly 'constant' urban policy bias 
(see above). Moreover, market-friendly adjustment has usually been 
accompanied by all-round cuts in public expenditure during initial stabilization, 
and sometimes by a further push towards smaller government later; but, to 
enable rural-urban disparities to fall, new market opportunities may need to be 
accompanied by measures that help rural people to exploit them, not by all-round 
cuts. 

Third, our finding of non-convergent trends in rural and urban welfare does not 
merely reflect productivity trends. Indeed it is, at first sight, contrary to the 
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